Abstract
Introduction
Though advocating similar theories in the use of monetary politics, the New Keynesian and the Monetarist Schools differed in their opinions on whether money is active or passive. While the Monetarist School defends the fact that monetary tools, i.e., money supply, is under the control of the Central Bank, the New Keynesian School argues that, as credit control is not tied to the Central Bank, it does not completely control money supply. Defenders of the New Keynesian School put forward the following evidence in support of these claims (Seyrek and others, 2004 ): (1) The statistical stochastic aspect in money data and the great errors that result from it determine that money is passive; (2) According to general econometric tests, money stock is passive; (3) The passivity of monetary stock derives from the macroeconomic character of the banking system; (4) The passivity of money stock can be explained with many macroeconomic variables. In addition to credit-money supply, whether money is active or passive is also based on the correlation between money, interest, inflation and productivity. During this process in the new economic period, exchange rates also have their place. The New Keynesian view describing the correlation between money, credit, interest, inflation and exchange rates can be tested through long-term analysis. The econometric methods in long-term analysis are a causality test based on the vector error correction model for cointegrated data or the Granger causality tests for non-cointegrated data. During this study, together with the vector error correction method and the Granger causality test, the monetary transmission mechanism and monetary passivity hypothesis were tested. The second section surveys pertinent literature, the third section outlines the methodology, the fourth section concerns empirical findings, and the fifth section presents the results.
Literature Review and Theory
There are three main types of monetary transmission mechanism models found in the literature: the interest rate channel, the asset channel and the credit channel (Seyrek and others, 2004) . According to the monetary transmission mechanism, money supply is active and, in the short term, monetary tools and increased money supply reduce interest rates. Hence the liquidity effect is only short-term. The drop in interest rates increases credit value. This situation causes a short-term increase in income. In the long term, the increased price in money supply increases its general level and the real value of money stock declines. According to the Monetarist approach, money supply is active during these processes and is controlled by the Central Bank. According to the Keynesian approach, monetary politics tools affect the monetary base first, then the money supply. Following this, the changes in money supply affect interest rates, which in turn affect investments and then revenues. New Keynesian economics argues that money supply is passive * . Rather than the Central Banks' exported money supply, credit money is determined according to the banks' credit preferences. When economic units use credit, deposits created by credit multiply. The passive money hypothesis presumes that causality moves away from credits towards deposits. Credit demands are set by the preferences of the credit applicants and creditor. For this reason, Central Banks do not have control over credits, and therefore, money stocks (Shanmugan and others, 2003) . There are three approaches with regard to passive money stock; accommodationalist, structuralist and liquidity preference. According to the accommodationalists (Moree, 1989) credits are the source of money supply and money base, and that money supply and money revenue (GDP) are cointegrated and interdependent. According to the structuralists (Palley, 1996 (Palley, , 1998 Pollin 1991) credits are the source of money supply, money base and money multipliers and that money supply and money revenue (GDP) are cointegrated and interdependent. Finally, according to liquidity preference theorists (Howells, 1995) , credits and money supply are cointegrated and interdependent. The monetary transmission mechanism is shown in Diagram No.1 and the New Keynesian Economical Passive Money Theory is shown in Diagram No. 2. In the new economic period, real exchange rates will also be distinct from general price levels.
For the New Keynesian economy, the first empirical study on passive money was carried out by Pollin (1991) . Pollin (1991) , obtained data supporting structuralist views for the USA from 1953 . Vera (2001 , obtained findings to support accommodationalist and structuralist views for Spain from 1987 -1998 by applying Granger causality tests using Money Multipliers (according to M1, M2 andM3) and credit data. Nell (2000-01) examined the relationships between money supply, money circulation speed and credit using the vector error correction model for South Africa from 1966 -1997 and found that all new Keynesian approaches (structuralist, accommodationalist and liquid preference theories) were empirically valid.
Shanmugan, Nair and Li (2003) , examined the relationship between money base, money supply, credit and the industrial production index using the vector error correction model and Granger causality test in Malaysia from 1985 -2000 and reached conclusions that support the findings of accommodationalists and liquid preference theorists. Lavoie (2005) tested the passivity of money according to theoretical and empirical literature for Canada and the USA, and reached conclusions that support accommodationalist views. Ahmad and Ahmet (2006) carried out short and long-term tests on the passivity of money supply for Pakistan from 1980 -2003 using the Granger causality test. In the short term, they found that empirical findings supported structuralist and liquidity preference theory, but in the long term found that the money base P a ll e y (1 9 9 6 ,1 9 9 8 ), P o ll in (1 9 9 1 ) M o o re (1 9 8 9 ) M o o re (1 9 8 9 ) P a lle y( 1 9 9 6 ,1 9 9 8 ), P o lli n (1 9 9 1 ) P a ll e y (1 9 9 6 ,1 9 9 8 ), Graph . 2
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set the credit capacity and showed that the Pakistan Central Bank became active in setting money supply.Gunduz (2001) and Seyrek, Duman and Sarikaya (2004) carried out studies on Turkish data. Seyrek and others (2004) found that data for Turkey from 1968 -1996 supported the Keynesian transmission mechanism multi-monetarist hypothesis driven by credit. Gunduz (2001) analysed the monthly macroeconomic data dependent VAR (Vector Autoregressive) model and the bank lending channel roles in Turkey. The findings for the period 1986 -1998 show that the bank lending channel presented limited support for the transmission mechanism.
Data and Methodology

3.a.Data
Monthly data was used between January 1997 -June 2006 for the monetary transmission mechanism and passive money supply test. Due to the fact that the Gross Domestic Table  1 shows the unit root tests for the chosen indicators. All series were proven (90%-100%) to contain unit roots. In order to separate the series from unit roots, logarithmic differences have been taken and it has been established that all series are stationary in terms of entry level logarithmic differences (Table  2) . Table 2 Logarithmic Difference Series Fundamental Statistical Specifications
3.b.Methodology
The vector error correction model-based causality test has been selected for the Passive Money Hypothesis test and the transmission mechanism, which in turn is derived from Money Base, Money Supply, Credit Capacity, Industrial Production Index, Interest Rates, Inflation and Real Exchange Rates. Before the vector error correction model is applied, it must be researched as to whether or not the series contain unit roots. In the literature, unit root-stability identification is generally made by using ADF (Augmented Dickey Fuller Test) and P-P (Philips-Perron) tests. The ADF test was developed by Dickey and Fuller (1981) and is used together with Equation No. 1:
ΔY t is the first difference in testing the stability of the variable, t the trend variable and is the lag difference term. The 'i' lag difference term is added sufficiently for the error term to be a non-correlation series using knowledge criteria. 
Graph 4 Series
Another main unit root test used in the literature is the "Phillips-Peron" (P-P) test developed by Phillips-Perron (1988 Before examining the relationship of data that that is not stationary but at the same level, the series need to be examined to determine whether or not they are integrated. Johansen(1988), Johansen and Joselius (1990) developed the Johansen cointegration test, which is used widely in the literature.
In the following model, a non-trend setting and non-restrictive cointegration test containing a stationary term has been preferred (3) In the prepared model, if cointegration can be identified between dependent and independent variables, then it can be understood that there is at least one aspect of causality (Granger, 1969) . If there is no cointegration between variables, the standard causality test (Granger, 1969) can be applied; and if there is cointegration between variables, then causality can be examined using the vector error correction model (VECM) (Granger, 1988) . Engle and Granger (1987) developed the VECM, which is shown in the equation below (6). The short term causality relationship in the VECM can be tested using the significance of the parameters and the Wald test. The long-term causality relationship can be tested using the ECt-n parameter significance (Shanmugan and others, 2003) . Graph 7.
Empirical Findings
Dynamic Correlation (LM2, LL, 4 Lags) one reason for this situation. Another reason is that in the new economic period factors influenced the real economic activity through credits (consumer credits, business credits and credit cards) and interest rates. Diagram No.6 shows the difference in correlation between money supply and IP and Diagram No.7 shows the difference in correlation between money supply and credits. Because correlation is also under the influence of cyclic effects, causality was tested with the vector error correction model.
Concluding Remarks
This study was conducted to test the money base, money supply, credit capacity, industrial production index, interest rates, inflation and real exchange rate data of Turkey during the years 1997 -2006. These were tested through the monetary transmission mechanism and passive money hypothesis using the vector error correction model-based causality test. Empirical findings show that the passive money supply hypothesis of the new Keynesian economy is supported in part by accommodationalist views, and do not conform to the structuralist and liquidity preference theories. However, according to the monetary transmission mechanism, it has been established that long-term money supply only affects general price levels, and that production is influenced by interest rates in the new economic period. Empirical findings show that in the new economy, period interest transmission mechanisms are brought to the forefront. During the monetary transmission mechanism test, it was decided to leave in theforefront. During the monetary transmission mechanism test, it was decided to leave in the Markov regime variant, which takes into account cyclic effects, a vector error correction model proposed for future studies
